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Conditions Leading to Reforms

e Open Rating: 1995

e« Claams Cost I ncreases
e Premium Increases

e |nsolvencies




Conditions Leading to Réforms

Average Rate

7.00

6.00

5.00

=
o
S

@
o
S}

2.00

1.00

0.00

California Workers' Compensation - Indicated Average Rates

//

—t— s s T

&

&

@@@@@@@

®®®®®®®®®

% & ® @
s&@ﬁs@&\@@ s?‘\@@"?3‘5\@9@5@@@"93@@6’9s@@@"?s@@@&s@

|—I—WCIRB Estimated Pure Premium —A—Charged Premium Rate




BRS Study of Reforms

- Authorized by SB 899

K + Initiated by DWC
* No Cost to Taxpayers (insurance industry

assessment)

e Scope: Impact of Reforms on Claims Costs
— Charged Premiums
— Insurance Company Sur plus
— Marketplace/Competition
— WCIRB/CDI Estimates
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Scope of Study

Refor ms Focused on:
 AB 749 (2002)

o AB227/SB228 (2003)
e SB 899 (2004)
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Claims Savings Generated by Reforms
Effect of Reformson Insurance Rates
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Limitations of Study

r{  Fairnessof Benefit Levels
and Medical Fees

 Quality of and Accessto \\\\

\
Medical Care
e Effectson Sdf-Insurers

e Long Term Effects of
Reforms




Retrospective Impaclxé
Reforms

*Overall Savings

Exhibit V.1. Impact of Reforms on Insurance Industry Reserves (2003 & Prior): ($Billions)
RET iac':invr;glsrﬁurers iﬁ \I,Innsgusrers
Medical Fees $2.3$26 $2.8-$3.1
Evidence-Based Medicine $2.9$4.0 $34-$4.7
Permanent Disability $0.2-$2.8 $0.2-$2.9
Total $5.4-$9.4 $6.4-$10.7
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Retrospective Impaci/‘saf

o Reforms
eHistorical Evaluations

Exhibit V.3. Estimated Ultimate Losses Less Reported
Losses at Successive December 31 Evaluations

(After Reflecting the Estimated Impact of AB 227, SB 228, & SB 899 on Unpaid Losses)
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Source: WCIRB Quarterly Report at September 30, 2005




oClaims Costs

Exhibit 111.3. Projected Average CDI Pure Premium Rates Absent Reforms

Average Pure Premium Rate
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Prospective Impact of Re/Forms

Claims Costs; Dollars

Exhibit lll.7. Range of Estimates of Dollar Savings from the Reforms
[EBillion=)
$25.0
$19.9
$20.0
g $15.0
E $15.0 —
E $12.3
= $105
g Sl
§ M $8.1
$5.0 $4.3
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BRS Low Savings BRS Mid Savings BRS High Savings
|EI Savings in Comparizon to 103 Approved Rates O Savings in Comparizon to 1006 Rates without Reform
* Asmomes tmaured payrol] af 3457 billim fr polizies Megptg in 2000 (Bpadin O
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Prospective Impact of Re/forms

Claims Costs: Percent

Exhibit 111.3. Projected Average CDI Pure Premium Rates Absent Reforms
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Prospective Impact of Reforms

*Claims Costs by Major Component

Exhibit 1.8 Savings from Major Quantifiahle Components of the Reform
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Prospective Impact of Reforms

nsurance Company Rates

Average Rate

Exhibit IV.1. California Workers' Compensation - Indicated Average Rates
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Prospective Impact of Reforms

lnsurance I ndustry Return to Profit

Focident Year Combined Loss and Expense Ratios
L]
L 'r')ln [After Reflecting the Estimaed Impastof 0B 227, 5B 258, & 5B 209 on Unpaid Los ses)
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Prospective Impact of Reforms

| nsurance Company Market Share

Market Share
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Exhibit VI.6. SCIF Market Share, 1998 - 2004
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California vs. Other States

L oss Rate Comparison

Exhibit IV.9. Pure Premium Relationship to California — Percentage Higher or Lower
Approved Pure Premiums at January 1, 2006
Excluding Loss Adjustment Expense
Higher than California Lower than California-

More than Less than Less than More than
25% Higher 25% Higher 25% Lower 25% Lower
Florida Alaska Minnesota Arizona
Montana Texas Colorado

Hawaii
Massachusetts
Michigan
Nevada
New York
Oregon
Wisconsin
Note: Approved Pure Premiums in California have declined by more than 40% since July 2003.




Uncertainties Remain

| Future and Retroactive Cost Savings

k will be impacted by:
 Changesdueto Legal Decisions

e Legidative Changes
 Regulatory Changes

e Changesto System through Voter
|nitiatives



Study Avallability

The Study can be downloaded

on theinternet from:
. B_RSrlsk.com “j/
 dir.ca.gov/IDWC
e Or by requestinga CD from

BRSor DWC |ﬁ
»




